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AMENDING THE CIVIL SERVICE RETIREMENT ACT 


UNITED STATES CiviL SERVICE COMMISSION, 
Washington 25, D. C., February 12, 1952. 
Hon. Ouin D. Jonnston, 
Chairman, Committee on Post Office and Civil Service, 
United State s Se nate ‘ Room 134, Senate Othce Building. 

Dear Senaror Jonnsron: I am referring further to your letter of 
March 2, 1951, relative to S. 995, a bill to amend the Civil Service 
Retirement Act. 

The bill proposes certain amendments to the retirement law with 
rearrangement of the entire act so as to present the law in a more logi- 
cal and understandable fashion. 

Section 1.—This section designates the persons to whom the act is 
applicable. It makes no substantive changes in the present law, but 
contains two clarifying amendments; it (1) definitely eliminates from 
coverage certain judges of the United States courts who have retire- 
ment privileges under a separate system, and (2) excludes temporary 
employees of the Architect of the Capitol and Library of Congress 
rather than leaving the exclusion of such persons to the discretion of 
the Architect and Librarian. The present exclusion by Executive 
order wou!d continue in effect unless and until changed by Presidential 
action. 

Section 2.—This section sets forth the service which may be credited 
in determining rights to benefits. The provisions of this section are 
sibstantially identical with the present law. 

Section 3.—This section provides for deductions and deposits by 
employees covering current and past service, and changes the present 
law by requiring interest payments through periods of separation from 
service on deposits for past service and on redeposits of prior refunds 
Simple interest at 3 percent is ¢ haennd rather than compound interest 
at varying rates. ‘lhe amendment also places the employee who has 
received a refund for prior service in the same position as one who 
during a period of service made no contributions to the fund. Under 
existing law failure to redeposit the refund deprives the employee of 
any credit for the service covered. by the refund; under the proposal 
he would receive credit for the service but his annuity would be re- 
duced by 10 percent of the amount of the unpaid deposit as is true 
of a person who made no contributions to the fund during the servicé 
period. 

Section 4.—This section provides for compulsory retirement in 
the same manner and under the same conditions as the present law. 
Employees in the judicial service would be subject to this require- 
ment, which is not now the case. Authorization for continuance by 
Executive order, now contained in section 204 of the act of June 30, 
1932, is specifically made a part of the retirement act. 
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Section 5.—This portion of the bill eliminates the present provision 
for retirement at the option of the employee at age 60 after 30 years’ 
service and at age 62 with 15 years of service, and establishes a uniform 
optional retirement age of 60 after 15 years’ service. The existing 
privilege of retiring on reduced annuity at age 55 after 30 years of 
service, and for certain law enforcement ‘employees at 50 after 20 years 
of such service, is retained. 

Section 6.—This section would reenact the existing provisions for 
disability retirement with certain modifications: 

a ) The right of the department or agency to request the retirement 
by reason of disability of any employee who has completed 5 years’ 
ClV ian service would be extended so that such right could be exercised 
at any time prior to the date the employee reaches the compulsory 
retirement age. Under the present law, such authority exists in the 
department or agency only in case the employee has not attained the 
optional retirement age of 60 or 62 

(2) Upon recovery and discontinuance of the disability annuity, the 
annuitant, if not reemployed in a position within the purview of the 
retirement act, would be granted the annuity to which he would be 
entitled based on length of service at the time of retirement and age 
attained at the date of discontinuance of the disability annuity. 
Under the present law such person’s right to future annuity must be 
determined in accordance with section 7 of the act; that is, an annuity 
beginning at age 62. 

(3) The time limitation for filing claim for disability retirement is 
raised from 6 months to 1 year, with the exception of a person mentally 
incompetent. 

Section 7.—There is continued in effect the present provision for 
annuity payments beginning at age 62 if the employee is separated 
after he completes 5 years’ service. The bill also continues the existing 
provision whereby an employee involuntarily separated not for cause 
on charges of misconduct or delinquency after 25 years’ service receive 
a reduced annuity payable immediately; but adds a further provision 
that any employee who has attained age 50 at the time of similar 
separation after completing 20 years of service shall be paid an im- 
mediate reduced annuity. In report dated May 3, 1951, the Com- 
mission expressed its opposition to H. R. 3035, a bill containing 
similar proposal. 

Section 8.—The basic formula in the present law for computing 
annuities—that is, 1 percent of average basic salary plus $25, or 1% 
percent of such salary, multiplied by years of service—is carried for- 
ward under the bill with the exce ption that the $25 is increased to $30. 
This would cause a slight increase in annuities of persons whose basic 
salary was $6,000 or less per annum. ‘The formula for computing 
annuities of certain law enforcement officers of 2 percent of average 
filary multiplied by years of service up to 30 years is retained by 
the bill. 

The proposal also includes a new provision establishing a minimum 
annuity in cases of persons retiring by reason of disability, and of 
widows of employees dying in service. Under this provision, the 
minimum annuity of the employee would be 40 percent of his average 
salary, or the annuity obtained by the basic formula at the time of 
retirement or death adjusted by adding to the years of service the 
time elapsing between the date of death or retirement and the date 
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the emplovee would attain age 60, whichever produces the lesser, 
subject to any reduction caused by failure of the employee to con- 
tribute or deposit for service rendered prior to death or retirement. 

Any annuity subject to reduction by reason of early separation is 
reduced by one-quarter of 1 percent for each full month or major 
fraction thereof the employee is then under age 60. The present law 
requires an identical reduction but for full months only. 

The right of a married employee upon retirement to elect a reduced 
annuity and provide an annuity to be paid after death to the surviving 
spouse, as provided in the present law, is continued by the bill, with 
the elimination of the requirement for an additional reduction of 
three-quarters of 1 percent for each year the named spouse is under 
the age of 60. 

The bill makes no significant change in the present provision for 
survivor annuity elections by retiring unmarried employees, except 
to eliminate the insurable interest requirement. 

Section 9.—This section provides for allowance of annuities to sur- 
vivors of employees dying in service or after separation. The rate of 
annuity to a surviving spouse or other named beneficiary of 50 percent 
of that of the employ ee, as in the present law, is continued. 

Subsection (c) of this section adds a new provision, which carries 
forward a maximum period of 1% years after the date of separation of 
the employee the protection of survivor annuity in favor of the widow 
and children. Such extended survivor protection would apply only 
in the case of an employee who is not eligible to annuity and who 
within the 3-year period immediately preceding his death had com- 
pleted 1% years of service. However, the amendment would destroy 
the widow’s right to benefits in the case of an employee dying in serv- 
ice, regardless of the length of his aggregate service, if at the time of 
death he had not rendered 1% years of service with the 3 years immedi- 
ately preceding his death. 

The length of marriage for title to survivor benefits in the case of 
a person claiming as widow without child is reduced by the bill from 
2 years to | year. 

Section 10.—This section provides for lump-sum payments. The 
present law establishes for each employee an individual retirement 
account, and guarantees to each employee a return of an amount 

equal to the contributions made by him to the fund with interest as 
specified. If an employee separates before completing 20 years’ serv- 
ice, he is eligible to receive a refund of the amount credited to his 
individual account, with interest thereon. If an employee dies in 
service and is not survived by a widow or child eligible to annuity 
benefits, the amount credited to his individual account, with interest, 
is payable to the person or persons designated by him, or to his rela- 
tives or estate in the order of precedence set forth. If after payment 
of all annuities to all persons entitled by reason of the services of the 
employee, the total amount paid in annuity does not equal the sum to 
the individual account of the employee with interest, the difference is 
payable as above. 

Under the proposal, beginning as of January 1, 1952, employees’ 
individual accounts would no longer be required, nor would employee 
contributions, as such, after that date be refunded. In lieu thereof 
a iump-sum credit is established, as described by subsection (a), pay- 
able under the same conditions, excepting that— 
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(1) No lump-sum credit would be paid, if the separated em- 
ployee is eligible for immediate payment of annuity; 
The 20-year service restriction is lifted; and 
(3) No interest is added. 

The present provision regarding payment of accrued annuity in the 
case of death of the employee annuitant is retained, but no accrued 
annuity would be paid in the case of any deceased survivor annuitant. 

Section 11.—This section of the bill continues the present law except 
that the napeerenns nt of deposits 1 in multiples of $25 is changed so as 
to permit voluntary contributions in any amounts under such regu- 
lations as the Commission may prescribe not to exceed 10 percent of 
the emplovees basic salary for civilian service since August 1, 1920, 
but no contribution of less than $25 may be made. Also the present 
right of a retiring emplovee to purchase with his voluntary contribu- 
tions a joint and sury beorahie annuity which is contained in the Com- 
mission’s regulations made under authority of the existing law would 
be eee in the statute. 

Section 12.—Subsection (a) of this section merely reenacts the law 
now in effect with regard to the reemployment of annuitants who are 
60 vears of age or over, with a clarifving amendment which would 
enable the appointing authority to discontinue the service of any such 
reemploved person whenever it is determined that the need for his 
special qualifications no longer exists. 

The remainder of this section provides for suspension or termination 
of annuity in cases of employment of annuitants under age 60 re- 
employed in the Federal service. This is in conformity with the present 
law. 

Section 13.—This section provides for the payment of benefits pro- 
vided by the act, and provides two amendments to the present law. 

In no case may annuity payments be made retroactively for 
a period of more than 1 vear from the date of filing claim, whereas 
the ‘present law places no limitation on retroactive payments. 
The annuitant would be privileged to waive all, or any por- 
tao of his annuity and for any period of time. 

Section 14.—This section continues the present law exempting the 
benefits pavable under the retirement act from legal processes, with 
an amendment providing for exemption from taxation. 

Section 15.—Under this section the annuities of employees retired 
prior to the date of enactment of the amendment would be increased 
by $120 plus $12 for each two full months elapsed between the com- 
mencing date of annuity and the enacting date. The total increase in 
any case would be limited to $360, and no increase would be allowed 
so as to increase any annuity to more than $2,400 per annum. 

The annuities to survivors of deceased employees or annuitants, 
other than the children of such, would be increased by $120 a year. 
The annuity of surviving child of such individual would be $720, but 
the annuity of any child could not exceed $1,440 divided by the 
number of children or $720, whichever is the lesser. 

The annuities of employees separated from service prior to date of 
enactment of this act with right to payment of the annuity beginning 
after such date, would be computed in accordance with the formula 
provided by the bill, rather than that existing at the date of the 
emplovee’s separation, such annuity to be reduced by one-half of 
percent for each full month or fraction thereof the person fs under 
the age of 62 on the date the annuity begins. 
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This section also provides for the fixing of all monthly installments 
of annuities on a dollar basis. 

Section 16.—This section relates to Members of Congress and 
provides specifically that the amendments made by the bill shall in 
to Way apply to any such Member, other than adjusting the monthly 
installment of annuity to the next higher dollar if the installment 
would otherwise include cents. 

Section 17.—This section retains administration of the act by the 
Civil Service Commission. The only significant change is that con- 
tained in subsection (g), which would change the method of financing 
the system. 

Briefly stated. the proposed method would recognize as liabilities 
of the fund only two items: (1) The deductions and deposits in the 
fund for persons not retired; and (2) the amount required to complete 
Payments to persons receiving annuities. The Government would 
make no contribution toward. the retirement of active employees 
until the time they actually retire. This method does not give assur- 
ance to active employees that the money to finance their retirement 
will be in the fund at the time they retire, as would be the case if the 
money is accumulated during periods of active service. The method 
Proposed by section 17 (g) places the burden of payment for the 
retirement of present active employees on future generations. The 
Commission strongly believes that the fund should be so financed 
that when an employee retires, the money to pay for his annuity 
will then be in the fund, without the necessity of appropriations 
at that time, 

[n order to attain this objective of a fully funded retirement system, 
the Commission believes that the present unfunded liabilities, esti-_ 
mated at about $4,875,000,000 as of June 30, 1951, should be elimi- 
nated by amortization over a limited period of years. These unfunded 
liabilities of the System have doubled within the past 10 years, 
primarily because of liberalization. The Commission Strongly feels 
that this trend must be reversed, and will recommend increased 
appropriations to accomplish this purpose. 

The attached report of the Board of Actuaries of the civil service 
retirement and disability fund. Which includes recommendations for 
changes in the bill as well as cost estimates, contains a comparison of 
the present method of financing with that proposed by section 17 (gz) 
of the bill. The Commission concurs with the Board's recommenda- 
tion of continuance of the present method of financing the fund. A 
description of the present basis for estimating appropriations to the 
fund is attached. 

The cost estimates furnished by the Board are based upon data 
assembled in 1947. There has been no subsequent valuation of the 
fund, and the next valuation will be made as of June 30, 1952, the 
results of which will be available about the middle of 1953. The 
length of time required to complete the valuation is primarily due to 
the necessity of securing data from the various departments l 


Ln 
agencies throughout the United States. and in many instances outside 
the United States. The Board therefore feels % great need for the 
establishment of 9 central records system to be financed by appro- 
priations to the fund, 

As is indicated by the report of the Board, it is very difficult to 
provide Congress with cost estimates on the fragmentary data avail- 
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able. We therefore strongly urge that any revision of the retirement 
act as proposed by S. 995 be held in abeyance until the valuation as 
of June 30, 1952, is completed. The Commission will then be in 
position to furnish Congress more definite cost estimates than can be 
prepared at this time. 

In its report, the Board of Actuaries estimates the increase in annual 
cost under S. 995, including section 15, to be $93,000,000 under the 
present method of financing. 

Section 15 grants increases to annuitants now on the roll. The 
Commission has serious doubts as to the propriety of such a provision. 
The retirement system is an instrument of personnel policy, similar 
to provisions concerning pay, leave, and working conditions. Taken 
together, these constitute the Government’s competitive offer in the 
labor market. They may be revised from time to time as conditions 
change, but the primary reason for such revision is the need for the 
Government to maintain a competitive position as an emplover. 
When it provides retirement benefits under the terms and in the 
amounts promised as a condition of employment, the Government has 
met its contractual obligations as an employer. 

The Commission is fully aware of the broad social and economic 
problems here involved. There is no denying that the purchasing 
power of annuities has been decreased in recent years. Moreover, 
thousands of civil-service annuities are small because they are based 
on relatively short periods of service. Thus they do not represent the 
retirement income that might normally be expected to accrue from a 
full working lifetime; instead, they relate to a short period of Govern- 
ment employment, and are grossly inadequate in the absence of other 
income. 

Civil-service annuitants are in precisely the same position as millions 
of other citizens whose present fixed incomes, derived from savings, 
retirement annuities, and life insurance policies, are inadequate ‘to 
meet increases in the cost of living. Their problem is a very grave and 
real one. However, the Commission does not believe that former 
Government employees should receive preferential treatment by 
having cost-of-living increases paid from the civil-service retirement 
system, even if specific additional appropriations were made to the 
fund for this purpose. The problem should be considered from 
a national viewpoint, with required cost-of-living additions to present 
income being provided under the social-security program. The 
Commission sees no equity or logic in discriminating against persons 
similarly situated whose income is not derived from the civil-service 
retirement fund. It cannot recommend that all taxpayers be asked, 
through appropriations to the retirement system, to protect only 
retired Government employees from decreases in the purchasing power 
of their contractual income. 

Summarizing, the Commission— 

(1) Opposes the provision granting annuity benefits to persons 
involuntarily separated after attaining age 50 with 20 years of service. 

(2) Opposes granting increases in annuities to persons now on the 
roll, with such increases financed through the civil-service retirement 
system. A study of present payments to annuitants will show that 
Congress has already been very generous to them in relation to what 
they contributed. Further provision would be a gratuity. Such 
gratuity should not be a charge against the iainedael system and 
should not be administered by this Commission. 
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(3) Conecurs with the Board of Actuaries’ recommendation that 
the present method of financing the system be continued in lieu of 
that proposed by section 17 (g) of the bill, and recommends that a 
program for amortizing the unfunded liabilities of the system within 
a limited period of years be undertaken. 

(4) Believes that consideration of the revisions proposed in S. 995 
should be deferred until such time as the Commission has current 
data on which to base cost estimates, and that, as a general policy, 
amendments to the retirement act involving significant Government 
cost should receive secondary consideration to a program for amortiz- 
ing the system’s present unfunded liabilities of $4,875,000,000. 

(5) The retirement law contemplates an actuarially sound con- 
tributory system. Employees now contributing to the fund have the 
right to expect the Commissioners, as trustees of the fund, to protect 
it from unsound proposals. We cannot have an actuarially sound 
system unless the benefits are fixed in advance of retirement and the 
funds to pay such benefits are placed in the fund before retirement 
takes place. Any increase in such benefits, after retirement, un- 
balances the fund. Every employee in the system has an important 
responsibility to protect his investment. Increasing benefits, without 
additional contributions from both employees and the Government 
will destroy the system, which already has a deficit of approximately 
$5 billion. 

Should hearings be scheduled on this bill, the Commission would 
appreciate being given opportunity to testify. 

The Bureau of the Budget advises that there would be no objection 
to the submission of this report to your committee. 

By direction of the Commission: 

Sincerely yours, 
Rosert Ramspeck, Chairman. 





DeEscripPTiION OF THE Basis FOR EsTIMATING APPROPRIATIONS TO THE 
Civit Service RETIREMENT AND Disasitiry FunpD 


Each year the Civil Service Commission submits to the Bureau 
of the Budget an estimate of the appropriation required by the Gov- 
ernment to finance its share of the cost to the civ il service retirement 
system. This estimate consists of two parts, a ‘‘normal” cost and a 
“‘deficiency”’ cost. 

The normal cost is obtained by multiplying the estimated annual 
payroll of employees subject to the retirement act during the fise ‘al 
year for which the appropriation request is made by a “normal cost” 
percentage. This is the estimated level percentage of the salaries of 
a group of emplovees which, if contributed during the entire periods 
of service of all members of the group, will accumulate funds sufficient 
to provide all benefits as they become payable upon the withdrawal, 
death, or retirement of members of the group. 

Calculation of the normal cost percentage is predicated on assump- 
tions as to the future. These are: 

(1) Rates of death before and after retirement. 

(2) Rates of disability retirement. 

(3) Rates of voluntary and involuntary separation. 

(4) Rates of optional retirement. 

Rates of salary increase. 
95190—52 
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(6) Rate of interest earned on the invested fund. 
Age and sex distributions of entrants into Government service. 
Marital status and age of spouse at emplovee’s death or retire- 
ment. 
(9) Rates of death and remarriage of spouse, following employee’s 
death. 

(10) Number and ages of children at death of emplovee or annuitant. 

(11) Percentage of retiring employees electing reduced annuities in 
order to provide survivor benefits. 

Development of numerical values for these various assumptions is 
usually done by analyzing the most pertinent past experience and, 
when considered necessary, modifying it in accordance with the 
actuary’s judgment of future trends. The analysis of past experience 
requires the collection and tabulation of data regarding both active 
and separated employees, followed by the processing of such data into 
actuarial tables and factors 

The benefit provisions of the retirement act are then expressed in 
actuarial formulas and, by the use of the tables just described, an 
estimate is made of the present sum required to pay all prospective 
benefits to a group of employees then entering Government service, 
including prospective benefits to their survivors. Similarly, an esti- 
mate is made of the present value of total future salaries to be received 
by the group. Division of the first estimate by the second gives the 
normal cost as a percentage of payroll. The most recent actuarial 
valuation produced a figure of 8.6 percent. Since the employee pays 
6 percent, the difference, 2.6 percent, is the annual cost to the Govern- 
ment of the system in respect to employees for which this percentage 
of salary is appropriated during their entire Government service. 

The second part of the appropri: ition, the deficiency cost, is needed 
because payment of the Government normal cost during the remain- 
ing future service of present employees, together with suc ch e mployees’ 
future contributions and the present fund, will not fully cover the 
cost of future benefits to present employees and to those already 
retired. This 1s due to the following reasons: 

(1) The Government made no appropriations whatever prior 
to 1929. 

(2) Employee contributions did not begin until August 1, 1920, 
and, until July 1948, have been at varying rates (24, 344, and 5 percent) 
below the current rate of 6 percent. 

(3) Full credit, without employee contribution, is given for service 
prior to August 1, 1920, and for military service. 

(4) The coverage of the act has been extended several times, with 
credit granted for prior service. 

(5) The terms of the act have been liberalized extensively since 
1920, both for active and retired employees, without full appropriations 
by the Government to cover its increased liabilities resulting there- 
from. 

The deficiency, or unfunded accrued liability, is defined as the 
amount by which total benefit liabilities in respect to present annui- 
tants and active employees exceed total assets now and prospec tively 
available to meet such liabilities under the “normal’’ method of 
financing. The total of benefit liabilities is the estimated amount 
which, if presently invested in the fund, would provide all future 
benefits as they become payable to present annuitants and to present 
active employees upon their prospective separation, death, or retire- 
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ment. Assets to meet these habilities consist of (1) the present balance 
in the fund; (2) the prospective employee deductions of 6 percent; 
and (3) the prospective Government normal appropriations in respect 
to the future salaries of present employees. It should be noted that no 
account need be taken of employees coming into Government service 
in the future. Since the normal cost (including employee deductions) 
is estimated to provide fully for all benefits to new employees, they 
may be disregarded in the estimate of the deficiency. 

Of the several items entering into this estimate, only one—the 
present balance in the fund—is readily obtainable. The other items 
involve all the assumptions as to the future that have been listed in the 
description of the normal cost calculation. They also require the col- 
lection from active employees of data regarding age, sex, salary, length 
of service, and marital status; in other words, a census of coverage 
under the retirement act on the valuation data. After this informa- 
tion is collected, it must be tabulated (together with data regarding 
present annuitants) in various statistical distributions suitable for the 
required actuarial estimates of the liability and asset items composing 
the deficiency. 

If the full amount of the deficiency were appropriated and invested 
in the fund, future Government appropriations would then need be 
only at the normal rate. In lieu of this method, which would require 
a huge one-time amount, the annual appropriation estimates include a 
percentage of the deficiency, with such percentage set so as either to 
prevent an increase in the deficiency or to provide for its gradual 
amortization. 


Juny 11, 1951. 
Hon. Roperr RAMsPECK, 
Chairman, United States Civil Service Commission. 
Washington 25, D. C. 

Dear Str: In accordance with the request of the Civil Service 
Commission, the Board of Actuaries has prepared an estimate of the 
cost of amending the Civil Service Retirement and Disability Act in 
accordance with Senate bill 995. The results of the Board’s calcula- 
tions are presented in the attached memorandum. The Commission 
has also requested the Board’s comments on Senate bill 995 and cer- 
tain general recommendations from it regarding the administration of 
the fund, especially with reference to the establishment of a central 
record system. 

The Board hopes that the cost statements and suggestions pre- 
sented herein will prove helpful in considering the proper course to 
be followed with respect to the proposed amendments and the admin- 
istration of the fund. 

Respectfully submitted. 

Grorce B. Buck, 
Epwarp B. Fack.er, 
Crpric W. Kro tt, 
Board of Actuaries. 
Civil Service Retirement and Disability Fund. 


MEMORANDUM REGARDING THE Cost oF AMENDING THE CIvIL SERVICE 
RETIREMENT AND Disapitiry Act In AccoRDANCE WitH SENATE BILL 995, 
EIGHTY-SECOND CoNGREssS, FIRST SESSION 


This memorandum presents an estimate of the cost of the civil service retirement 
and disability fund, if amended in accordance with Senate bill 995, Eighty-second 
Congress, first session. 
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The cost of the existing plan as well as the cost of the proposed amended plan 
is shown in the memorandum, so that the increase which would result from the 
adoption of the amendments may be determined by comparing the costs of the 
plans. Attention is called to the fact that the Board of Actuaries has not been 
able to make a detailed valuation of the proposed amendments. The costs have 
been estimated on the basis of the 1947 valuation with adjustments to reflect 
subsequent changes in the number and payroll of the membership and in the 
benefit provisions of the plan. The Board believes, however, that the approxi- 
mations will furnish an index for judging the relative cost of the proposed changes 
as compared with the cost of the existing plan. 


SUMMARY OF PROPOSED PLAN 


The following summary gives a comparison of the benefit and contribution 
provisions of the existing plan and of the proposed amendments as interpreted in 
preparing the estimate of cost. Only the major provisions of the proposed bill 
have been considered, since the Board does not have the basis for determining the 
cost of certain minor provisions. 


EXISTING PLAN PROPOSED AMENDMENTS 
BENEFITS BENEFITS 
SERVICE RETIREMENT 


Condition for eligibility ! 


Retirement is compulsory at age 70 Same. 
after 15 years of service. 
Retirement is permissible at the Retirement is permissible at the op- 


option of the employee at age 60 after tion of the employee at age 60 after 15 
30 years of service or at age 62 after 15 years of service. 
years of service. 


At the option of the employee at age Same, plus also upon involuntary 
55 afier 30 years of service or upon separation after age 50 with 20 years of 
involuntary separation not due to mis- service. Also, reduction is based on 


conduct or delinqueney after 25 years of each full month and for any fraction 
service, an immediate annuity is pay- thereof under age 60. 

able equal to the regular annuity re- 

duced by one-quarter percent for each 

month the employee is under age 60. 


Amount of benefit ? 

The annuity is determined by one of 
two plans, whichever provides the larger 
benefit: 

Plan I. An annuity equal to 1% per- Same. 
cent of average annual basic salary ° for 
each year of service but no such annuity 
is to exceed 80 percent of average an- 
nual basic salary.* 

Pian II. An annuity equal to 1 per- One percent benefit plus $30 (instead 
cent of average annual basic salary? of $25) for each year of service, with 
plus $25 for each year of service, but no same limitation. 
such annuity is to exceed 80 percent of 
average annual basic salary.’ 

Certain employees who have rendered 20 years Same. 
of service in the investigation, apprehension, or de- 
tention of persons suspected or convicted of offenses 
against the criminal laws of the United States are 
eligible to retire after age 50 and receive an annuity 
of 2 percent of average basic salary for any five con- 
secutive years multiplied by the number of years of 
service not exceeding 30 years 





\n additional annuity of $36 for each year of Same, 
certain specified service in Alaska or on the Isthmus 
of Panama is allowed officers and employees who are 
citizens of the United States 

‘Average annual basic * is used to denote Same, 





} 





the average annual basic sa y received by the em- 
ployee during any five consecutive years of allow- 
able service at the option of the employe 
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EXISTING PLAN 
BENEFITS 
DISABILITY RETIREMENT 


Condition for eligibility 

Retirement is permissible upon dis- 
ability after 5 years of civilian service. 
Amount of benefit 


The benefit is determined by the 
same method as used for. service 
retirement. 


Any compensation for disability paid 
from the United States employees’ 
compensation fund is deducted from 
the annuity benefit payable on account 
of the same disability. 

DISCONTINUED SERVICE RETIREMENT 
Condition for eligibility 

Upon separation from service after 
five or more years of civilian service, a 
deferred annuity is payable. 

Amount of benefit 

The deferred annuity begins at age 62 
or at age of separation, if later, and is 
computed by the same method as the 
regular annuity but without choice of a 
joint and survivorship option. 

If the employee has less than 20 years 
of civilian service, he may elect to 
receive his contributions with interest 
at 4 percent to December 31, 1947, 
and 3 percent thereafter to date of sep- 
aration in lieu of the deferred, annuity. 


RETURN OF 
WITHDRAWAL 


CONTRIBUTIONS 
FROM ACTIVE 


UPON 
SERVICE 


Return of total contributions is made 
upon withdrawal from active service 
before 5 years of civilian service. In- 
terest at 4 percent to December 31, 
1947, and at 3 percent thereafter is 
allowed if service is in excess of 1 year. 
RETURN OF CONTRIBUTIONS 
BEFORE 


ON 
RETIREMENT 


DEATH 


On death before 5 years of civilian 
service or after 5 years of civilian service 
when there is no survivor entitled to an 
annuity, return of total contributions 
is made with interest at 4 percent to 
December 31, 1947, and 3. percent 
thereafter to date of death of the em- 
ployee. 
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PROPOSED AMENDMENTS 


BENEFITS 


Same (filing of application extended 
to year after disablement). 


Same plus minimum, the lesser of 
(1) or (2): 

(1) 40 percent of average salary, or 

(2) A benefit based on years of serv- 
ice carried 


through to age 60, as if 
member had remained therein. 
Same. 
Same. 
Same, 


Employee separating from service 
before being eligible for immediate 
annuity may withdraw total contribu- 
tions without interest, in lieu of de- 
ferred annuity. 


Return of total contributions is made 
upon withdrawal from active service 
before 5 years of civilian service, withe 
out interest. 


On death before 1% years of civilian 
service within 3-year period immedi- 
ately preceding death or at any time 
when there is no survivor entitled to an 
annuity, return of total contributions 
without interest is made. 








tie 


EXISTING PLAN 
BENEFITS 


RETURN OF CONTRIBUTIONS ON DEATH 
BEFORE COMMENCEMENT OF PAYMENT 
UNDER A DEFERRED ANNUITY 


{teturn of total contributions is made 


upon death before commencement of 
deferred annuity. Interest is allowed 
at 4 percent to December 31, 1947, or 
to date of separation, whichever is 
earlier, and 3 percent thereafter to date 
of death.) 


RETURN OF CONTRIBUTIONS UPON DEATH 
AFTER RETIREMENT 


Upon death 


the annuity 


before the payments of 
amount to contributions 
(with interest at 4 percent to December 
31, 1947, and 3 percent thereafter to 
date of retirement) the difference is paid, 
unless there is a survivor entitled to an 
annuity. 


ANNUITIES TO DEPENDENTS UPON DEATH 
IN ACTIVE SERVICI 


Condition for eligibility 

Annuities to dependents are paid 
upon death of an employee in active 
service after 5 vears of civilian service. 


Amount of bench 


a) If survived by a widow, an an- 
nuity beginning the first of the month 
following the death of the employee or 
widow’s attainment of age 50, whichever 
later, equal to one-half regular annuity is 
payable to the widow until death or 
remarriage. 

(b) If survived by a widow and a 
child or children, in addition to (a), an 
immediate annuity equal to one-half 
regulars annuitv to the emplovee is 
payable to the widow until death, re- 
marriage, or attainment of age 450. 
Also an immediate annuitv equal to 
one-quarter of the regular annuity, not 
in excess of $900 divided by the number 
of children, or $360, whichever is lesser, 


is payable to each child. 


The annuity payable to a child 1s 
terminated upon attainment of age 18,. 
marriage, or death, whichever is earlier. 

c) If survived bv a child or children 
and there is no widow or widower, an 
immediate annuity equal to one-half 
regular service annuity, not in excess of 
$1,200 divided by the number of chil- 
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PROPOSED AMENDMENTS 


BENEFITS 


Return of total contributions without 
interest is made upon death before 
commencement of deferred annuity, 
provided such death does not oceur so 
that 1% vears of civilian service had 
been rendered within 3-year period 
immediately preceding death. 


Upon death before the payments of 
annuity amount to total contributions 
without interest, the difference is paid, 
unless there is a survivor entitled to an 
annuity. 


Annuities to dependents are paid 
upon death of an employee in active 
service or after separation provided 
there had been 1% years of civilian 
service within 3-vear period immediately 
preceding death. 

(a) Same plus: 

tegular annuity will not be less than 
the smaller of 

(1) 40 percent of average salary, 
or 

(2) A benefit based on years of 
service carried through to age 60, 
as if member had remained therein. 

(b) If survived by a widow and a 
child or children other than a stepchild 
not in the widow’s care and custody, in 
addition to (a), an immediate annuity 
equal to one-half regular annuity 
(minimum as in (a)) to the employee is 
payable to the widow until death, re- 
marriage, or attainment of age 50. 

Also an immediate annuity equal to 
$720, but not greater than 40 percent of 
employee’s average salary divided by 
the number of children is payable to 
each child. 

Same. 


(c) If survived by a child or children 
and there is no widow or widower, an 
immediate annuity equal to $720 but 
not greater than 40 percent of em- 
ployee’s average salary divided by the 
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EXISTING PLAN 
BENEFITS 


dren, or $480, whichever is lesser, is 
payable to each child until attainment 
of age 18, marriage, or death, whichever 
is earlier. 

Upon death of the widow, the annuity 
payable under (6) to a child or children 
is recomputed and paid as_ provided 
in (c). 

Upon termination of the annuity of a 
child, the annuities to other children 
are recomputed as though the child 
whose annuity was terminated had not 
survived the emplovee. 


OPTIONAL BENEFITS 


At retirement a 
elect 


married employee 
may receive in lieu of his or 
her regular annuity a reduced annuity 
payable during the emplovee’s life and 
an annuitv pavable the surviving 
widow or widower equal to 50 percent 
of the regular annuity before reduction. 
The annuity to the survivor commences 
upon the employee’s death or the sur- 
vivor’s attainment of age 50, which- 
ever is later, and ceases upon death or 
remarriage. The reduction in the em- 
plovee’s annuity is 5 percent of so much 
of the regular annuity as does not exceed 
$1,500, plus 10 percent of any excess 
over $1,500 (plus three-quarters of 1 
percent for each year the spouse lacks 
of being age 60 at the date of retire- 
ment, but in no case shall the reduced 
annuity be less than 75 percent of such 
regular annuity). 

At service retirement any unmarried 
emplovee in good health may elect to 
receive in lieu of his regular annuity a 
reduced annuity payable during his life 
and an annuity payable after his death 
to a survivor annuitant equal to 50 
percent of such reduced annuity and, 
upon death of a survivor annuitant, all 
payments cease. The annuity pavable 
to the employee is as follows: 

The employee’s annuity shall be re- 
duced by 10 percent plus 5 percent for 
each full 5 vears that the person desig- 
nated as survivor annuitant is younger 
than the retiring employee, such total 
reduction not to exceed 40 percent. 


to 


to 


ANNUITIES TO DEPENDENTS UPON 
AFTER RETIREMENT 


DEATH 


Benefits to widows with children and 
to children upon death of annuitants 
are similar to those payable upon death 
of employee in active service, except 
that benefits are based on regular an- 


nuity paid to annuitant and the annuity 
payable to the widow with a child or 
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PROPOSED AMENDMENTS 
BENEFITS 


number of children, is payable to each 
child until attainment of age 18, mar- 
riage, or death, whichever is earlier. 


Out, 


Same, 


Same, omitting last bracketed section. 


Same, 


Same, with minor exceptions. 


Same. 
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EXISTING PLAN 
BENEFITS 


children terminates upon death, re- 
marriage, or attainment of age 50, unless 
an optional benefit was selected by an- 
nuitant. No benefits are payable to 
dependents of annuitants retired on 
account of discontinued service. 


BENEFITS TO ANNUITANTS RETIRED PRIOR 
TO APRIL 1, 198 


Benefits to annuitants retired prior to 
April 1, 1948, were increased by 25 per- 
cent or by $300, whichever was less, 
provided any such annuitant could, 
prior to April 1, 1948, elect to retain his 
or her present annuity in lieu of the in- 
creased annuity and provide that one- 
half of such present annuity, but not to 
exceed $600, be continued to his wife 
or her husband until death. Effective 
September 1, 1950, the annuities of those 
who in 1948 elected survivor benefits 
were increased as stated above. Sur- 
vivor benefits, as previously described, 
were granted those who in 1948 elected 
the increase, applicable in any case 
where death occurs after April 30, 1948, 
but no survivor annuity was payable for 
any period prior to September 1, 1950. 

No change was made in deferred an- 
nuities payable to employees separated 
from service prior to April 1, 1948. 
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PROPOSED AMENDMENTS 


BENEFITS 


BENEFITS TO ANNUITANTS RETIRED PRIOR 
TO EFFECTIVE DATE OF AMENDMENT 


Benefits to annuitants retired prior 
to effective date shall be increased by 
$120 plus $12 for each two full months 
elapsed between commencement date 
of annuity and effective date; provided, 
such amount of increase shall not exceed 
$360 nor shall it bring the total annuity 
to over $2,400. 


BENEFITS TO EMPLOYEES SEPARATED 
PRIOR TO EFFECTIVE DATE OF AMEND- 
MENT 


Any employee who separated from 
service prior to effective date and is en- 
titled to an annuity commencing after 
such date shall have his annuity de- 
termined on the new basis except that 
it shall be reduced by one-half of 1 per- 
cent for each full month and fraction 
thereof such employee is under age 62 
on date annuity begins. 

BENEFITS TO SURVIVORS ON EFFECTIVE 
DATE 


(1) Benefits to survivors other than 
children who on effective date are receiv- 
ing or entitled to receive an annuity 
based on service of former employee 
shall be increased by $120. 

(2) Item (1) shall also apply to sur- 
vivors whose annuity commences after 
effective date based on service of a 
former employee which terminated 
prior thereto. 

(3) The annuity to any child who, 
on effective date is receiving or is 
entitled to receive an annuity based on 
service of parent employee shall be 
increased to $720; provided, that an- 
nuity to such child shall not exceed 
$1,440 divided by the number of children 
then receiving annuities. 

(4) Item (8) shall also apply to any 
child whose annuity commences after 
effective date based on service of a 
former employee terminated 
prior thereto. 


which 
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EXISTING PLAN 
CONTRIBUTIONS 
BY EMPLOYEES 


Employees pay 6 percent of salary 
commencing July 1, 1948. 

Any employee may at his option and 
under regulations prescribed by the 
Civil Service Commission deposit addi- 
tional sums in multiples of $25 but not 
to exceed 10 percent of his annual salary 
for service rendered since August 1, 
1920, for the purchase of an additional 
annuity. 


BY GOVERNMENT 


Annual appropriations required in 
addition to employees’ contributions to 
support the plan are to be made by 
the Government. 


CIVIL SERVICE 


RETIREMENT ACT 15 


PROPOSED AMENDMENTS 


CONTRIBUTIONS 


Same, 


Same, except service since August | 
1920, restricted to civilian service. 


Annual amounts by which the esti- 
mated balance in the fund needs to be 
increased in order that such increased 
balance be equal at the end of a fiscal 


vear to the estimate of the sum of (1) 
the total deductions and deposits then 
in the fund for persons not retired, plus 
(2) the total present value of all future 
payments to persons then receiving 
annuities from the fund. 

NORMAL 


COST OF PROPOSED AMENDMENTS 


In submitting the costs of the proposed amendments, the Board has followed 
its usual practice in determining first what the normal cost of the proposed bene- 
fits is, that is, the cost for the average new employee. This cost represents the 
continuing cost of the benefits. In addition, there is a deficiency cost to be met 
for present employees because past contributions in their behalf have not been 
sufficient to cover the cost of their benefits. The following table gives the normal 
cost of the proposed amendments, as compared with the normal cost of the existing 
plan: 


The normal cost of the various benefits allowable under the existing plan, expressed as 
percentages of payroll, compared with the corresponding costs under Senate Bill 
995 








Type of benefit Existing S. 995 
plan 
Percent Percent 
Service _. ‘i Sikes eds Cini cscabtnaattnitc dail itiitle iin ciiaidibalis tats alicia thes 5. 20 5. 53 
Disability - ; jwdwusghakiaieiesica aS Nite SAS 87 1. 02 
Discontinued service: 
Voluntary wiondict Shenae ee Arisa ol ee eee ae os oh 35 . 38 
Involuntary _-_. ema nmi . pie 3 7 . 86 
Return of contributions on withdrawal without a benefit and on death. - - .81 | .72 
Subtotal for employees’ benefits - ._- hk demctes Patra d eed bdceits bee Waa 7. 98 8. 51 
Widows and children: 
ee ey Oe OU... 8g a oncudddenatapunsboaasewhedend 66 78 


Widows immediate = oo iE eo eS ee ate ee Tale . 07 .10 


Payments to children_-_.._-- a ni 07 22 
Subtotal for widows and children’s benefits_...................-....------- EF : 80 i x 10 
arin ick chp chet cienasldnbecksdantndsateaed ekadid atid bianiihint eae 8. 78 9.61 

ID Ot CI i ciinnncvnadddine syancigngetiimdgn sna id denna mors 6 00 aes 6 00 
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The preceding table shows, for example, that the normal cost of adopting the 
Senate bill 995 would be 9.61 percent, of which 6 percent would be payable by 
emplovees and 3.61 percent by the Government. This compares with a normal 
cost of 8.78 percent under the existing plan, of which 6 percent is payable by 
employees and 2.78 percent by the Government. 


COMPARATIVE ANNUAL COSTS 


On the basis of the valuation as of September 30, 1947, and with adjustments 
for the increase in the accrued liability since that date to June 30, 1951, the 
deficiency contribution payable by the Government under the proposed amend- 
ments has been estimated. The following table gives the estimated annual cost 
required to support the proposed amendments, and for comparative purposes, 
the corresponding costs of the existing plan. The budget average payroll of the 
members for 1951-52 of $5,092,000,000 has been used in determining annual 
costs. This payroll was furnished to the Board by the Civil Service Commission, 


Estimated annual contributions required to support the civil-service retirement and 
disability fund, compared with corresponding costs under Senate bill 995 (prepared 
as of June 30, 1951) 


[Figures expressed in millions of dollars] 


Normal cost as— | Deficiency cost as— Total cost as 
Contributions p 
: Percent- Percent- -ercent 
ge Annual : Annual | Pereen Annual 
age of age of age of 
payroll | amount payroll | amount payroll amount 
ay ay ay 


Existing plan 


| | 
Payable by employees : 6. 00 $305 0 | 0 6.00 | $305 
Payable by Government 2.78 142 3.83 | $195 6. 61 337 
EWEN ohn tee soe ; 8.78 447 3. 83 195 12.61 | 642 
S. 995 
Payable by employees 6. 00 305 0 0 6.00 305 
Payable by Government excluding cost of 
adjusting pensions now being paid 3. 61 1s4 4.34 221 7.95 405 
Total, excluding cost of adjusting 
pensions now being paid 9.61 | 489 4.34 221 | 13.95 | 710 
Payable by Government on account of ad | | | 
justments to pensions now being paid 49 | 125 49 | 25 
Payable by Government, all bene- | | 
fits. 3.61 184 4.83 | 246 | 8. 44 | 30 
| 
1 Increased liability on account of adjustments in pensions on the roll was estimated to be $621,000,000. 


The comparative costs given in the preceding table indicate that the adoption 
of Senate bill 995 will increase the cost of the civil service retirement and disability 
fund to the Government by the difference between 7.95 percent of payroll and 
6.61 percent, or by 1.34 percent of payroll, which amounts to approximately 
$68,000,000 per annum on the basis of the 1951-52 budget payroll, exclusive of 
increased payments to pensioners on the roll. The additional cost to the Gov- 
ernment of increasing payments to pensioners On the roll would be $25,000,000 per 
annum, making the total annual increased cost under Senate bill 995 about $93,000,- 
000 per annum. These figures assume that interest at 4 percent per annum 
would be paid on the amount of the unfunded accrued liability, and hence they 
make no provision for liquidation of the principal amount of the accrued liability. 


COMMENTS AND RECOMMENDATIONS, SENATE Britt 995 
CHANGES IN BENEFITS PROPOSED BY BILL 
The Board of Actuaries does not make any recommendation for or against the 


general benefit changes proposed by Senate bill 995 because the changes do not 
affect the actuarial structure of the fund and it believes that its funetion should be 
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directed to the actuarial aspects of the administration of the fund and that it is 
not expected to report to the Congress on the matter of liberalization of benefits. 

The following single point regarding the amended benefits is noted, however, 
to be sure that the Congress appreciates the effect of certain chan es in the matter 
of allowing disability benefits. 

Bill 8. 995 raises from 6 months to a year the time limitation for filing claim for 
disability retirement. One cf the major hazards of administering disability claims 
is the pessibility of malingering. The present time limitation of 6 months for 
filing claim for disability does present some possibility for a person out of work to 
feign disability and collect from the fund. However, to double the present period 
to a year seems to the Board to add only a negligible number of claims if the 
administration adheres to the requirement that only disabilities that arose prior 
to the employee’s separation from service are covered. 

The Board therefore recommends that the amendments to the disability pro- 
vision of the existing law, as set forth in section 6 (b), do not extend the disability 
provisions to cover disability cases that arise after separation from service and 
when the employee may possibly be in other employment. 


ANNUAL REPORTS 


Section 17 of the existing act provides that the Civil Service Commission shall 
make a detailed comparative report annually showing all receipts and disburse- 
ments on account of annuities, refunds, and allowances, together with the total 
number of persons receiving annuities and the total amounts paid them, and shall 
transmit to Congress the reports and recommendations of the Board of Actuaries. 

Section 17 (f) of bill 5S. 995 reads, ‘““The Commission shall publish an annual 
report upon the operations of this Act.” 

The annual reports previously prepared by the Commission have been exceed- 
ingly useful and present a valuable history of the progress of the civil-service 
retirement and disability fund. Whereas 8. 995 does make reference to an annual 
report upon the operations of the act, no contents of the report are specified and 
no reference is made to submission to Congress of the reports and recommendations 
of the Board of Actuaries. 

The Board would regret very much any decrease in the scope of the Commis- 
sion’s annual reports. While the present administration of the Civil Service 
Commission will in all probability continue or even expand the contents of the 
annual reports, there is no guaranty against some future administration’s reducing 
the reports to a simple ‘‘report upon operations of the act’? which might be almost 
anything as to content. 

Therefore, as far as the Board is concerned, the suggestion is made that the 
specific wording in the existing act be maintained more or less intact. 


METHOD OF FINANCING 


Section 17 (g) of bill 8S. 995 proposes to change the method of financing so that 
the annual appropriations would be the amount by which the estimated balance 
in the fund must be increased in order that such increased balance at the end of 
the vear shall be equal to the sum of the total deductions and deposits in the fund 
for persons not retired, plus the total present value of all future payments to 
persons then on the retirement roll. The Board of Actuaries believes that this 
section should not be adopted and that section 17 should be changed to provide 
for the continuation of the method of computing the balances of the fund and the 
appropriations which have previously been established. 

The existing act does not set a definite percentage contribution rate to be paid 
by the Government but provides that an estimate of the appropriation necessary 
to finance the fund be submitted each vear to the Bureau of the Budget. Begin- 
ning with the first report of the Board of Actuaries presenting the financial condi- 
tion of the fund as of June 30, 1921, the Board undertook to give the liabilities 
of the fund and the annual appropriations needed to support it on a sound reserve 
basis. The methods adopted were then recognized as the standard methods 
employed by actuaries in the older English retirement systems and by the reserve 
systems then established in this country. 

The method assumes that the Congress would have a fair knowledge of the cost 
of the benefits if it knew what level percentage of the salaries paid in the future 
would provide the benefits accruing in the future so that both the employees and 
the Government might pay a uniform percentage contribution from year to year. 
In addition, because no contributions had been made prior to the establishment 
of the fund in 1920, there was an accrued liability by reason of benefits allowed for 
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service rendered prior to 1920. This liability was computed and the percentage 
of payroll needed to pay interest on it was determined. Thereafter two annual 
contributions were payable to the fund by the Government, namely, a “normal’’ 
contribution and a ‘‘deficiency’”’ contribution. 

The normal contribution rate is the average percentage of the salaries of all new 
entrant employees that is anpeiant te be paid into the fund from the time they 
euter service until they leave service in order to accumulate sufficient funds to pay 
their benefits. Part of this normal contribution is met by the employees’ contri- 
butions and the remainder represents the normal contribution of the Government. 
The deficiency contribution is required because at the time of the establishment 
of the fund employees then in service were given credit for their prior service during 
which no contributions had been made by the Government. Therefore, there was 
an accrued liability cr deficiency to be met by the Government at that time. Such 
deficiency has siice increased due to liberalization of the benefit provisions, the 
addition of new groups of employees with allowable prior service credit and to the 
fact that the Government’s appropriations have not been sufficient to meet the 
current needs of the fund. 

The relative merits of the proposed method of financing and of the existing 
method will now be compared, and in order to illustrate the differences a com- 
parison of the proposed method of funding with certain other methods, including 
the existing method, may be helpful. There are a number of methods which may 
be followed in providing for the old age of an employee. 

First, we may have what might be called the individual savings method, under 
which a man saves part of his income during his working life and deposits his 
savings in a bank or invests them so as to be independent in his old age. Under 
this method he defers spending part of what his employer has paid for his service 
in order to have means for his support in old age. 

Second, we have a method under which the employer of a large group of em- 
ployees agrees to pay to a trustee or an insurance company a certain sum of 
money each year (usually equal to a percentage of the salary of each employee), 
to be accumulated for each employee and used for his support in old age or disa- 
bility. 

Third, we have a method which is a combination of the first and second methods, 
and is the method advocated by the Board of Actuaries. The employee saves 
money by contributing part of his income to the trustee of the retirement plan, 
in a cooperative arrangement under which the employer concurrently makes a 
contribution to the same trustee. The amounts of the respective contributions 
are set at the time each employee enters service so that under normal conditions 
both the employer’s and the employees’ contributions will be constant percentages 
of annual compensation. The actuarial calculations needed to determine the 
contributions are not necessarily understood by the employee or the employer, 
but the general principle is understood just as an individual understands the 
difference between paying a level annual premium from age 25 to age 60 for an 
annuity beginning at age 60, and making a lump-sum payment at age 60 to buy 
the same annuity, without knowing the actual method of computing the premium. 

The three methods thus far discussed are simple and sound. ‘The employee’s 
benefit is not dependent on the savings of other employees nor on the employer’s 
generosity for support in old age. When the employee stops working no further 
contributions are required for the retirement benefit on his account. The fourth, 
fifth, and sixth methods, which are described below, all postpone in a measure 
provision for the employee’s old age until he quits working, and then require 
certain payments to be made. 

The fourth method is to have employees contribute to a trustee smaller amounts 
than are needed to support the full benefit but to have no contribution from the 
employer, and to use the accumulated contributions held by the trustee to pay 
the pensions of those retiring so that those who first retire will receive very much 
more than they contributed. Naturally this method is not financially sound and 
cannot be continued indefinitely, but it was the method used for several years in 
the operation of the civil service retirement and disability fund. 

A fifth method is for the trustee to hold each employee’s individual contributions 
for his benefit as under method 3, but for the employer not to contribute during 
the active service of the employee the employer’s share of the cost of benefits. 
The employer waits until an individual employee retires and then contributes 
each year the part of the retirement benefit not provided by the employees own 
contributions. 

A sixth method would be to treat the employee’s contributions as under method 
5 and to have the employer make no contributions on account of the employee 


AMEND THE CIVIL SERVICE RETIREMENT ACT 19 


during his active working time. On his retirement the employer would pay to the 
trustee a lump-sum amount sufficient to purchase the part of the future payments 
to the employee not provided by his own contributions. This is the method pro- 
posed in section 17 (g) of the proposed amendment to the civil service retirement 
and disability fund. 

The disadvantage of these last two methods is that the whole burden of financ- 
ing the pensions of a large group of employees is not borne by the stockholders of 
a corporate employer, or by the taxpayers in a governmental organization, who 
received the service rendered by the employees but is deferred to a succeeding 
generation. It might be considered similar to paying employees part of their 
salary in cash and the balance in 35-year notes under which all payments for 
principal and interest of the notes will be met 35 vears later. Naturally such a 
method eves not follow sound economie principles. 

One serious disadvantage of methods 4, 5, and 6, which caused the Government 
to abandon method 4, is that the methods do not reveal the true cost. It is 
common practice for people to compare the annual contribution made by an 
employer to a pension fund with the active payroll of the employees. If a plan 
is financed under method 3, then, where conditions are similar and the benefits 
paid by the contributions of one employer are double those of another, the ratio 
of the normal! contributions for such purpose to the payroll of the employer with 
such higher benefits will be double that of the other. It may also be noted that 
whenever proposals to increase or decrease benefits are made, the true change in 
the cost is shown by method 3. 

At the time the Government was using the fourth method of financing as 
described above, a bill to permit retirement after 30 years of service without any 
age limit was proposed to replace the higher age limit for eligibility for voluntary 
retirement then in force. The increase in the immediate appropriations indicated 
under method 4 gave no indication of the future enormous cost which would have 
resulted from this change. The administration, therefore, called for cost esti- 
mates which wou! give a true indication of the increase in cost, and method 3 
was employed, with the result that the method, as previously advocated by the 
Board of Actuaries, was adopted and since then all actuarial figures have been 
presented on this basis. 

From the standpoint of members of a retirement system, method 3 is sound 
and methods 4, 5, and 6 are normally not sound. The city of New York adopted 
for teachers ‘the first governmental retirement system to be financed on a sound 
reserve basis in this country. The method of financing (which was method 3) 
was recommended by a committee of actuaries of the Actuarial Society, consisting 
of three past presidents. On previous occasions teachers had had their contribu- 
tions increased and their benefits decreased, and they realized that the same thing 
could happen again under financing similar to methods 4, 5, or 6. Under the 
new method of financing they would have still higher contributions, but they were 
willing to pay the higher contributions because when a new teacher put her con- 
tributions into the system to pay her share of the benefits, the city also put its 
contributions into the system to provide its share; and the teachers realized that no 
matter what happened in the future, each teacher would be assured that the 
benefits payable on account of the service rendered while she was contributing 
would be bought and paid for, and a reserve would be available to pay them. 
Also, it was clear that the contributions to be made by the city on account of any 
teacher would be less if the city made its contributions during the active service 
of the teacher, because these contributions would earn interest and this would pay 
for part of the benefit, thus making the ultimate appropriations in the budget less 
than if a method like either 4, 5, or 6, were used. But of the utmost importance 
to the teacher was the fact that under the new method of financing (method 3), 
she did not have to depend on appropriations to be made by the taxpayers in 
the year she retired, or in the years thereafter to assure the payment of her 
pension. She could not know in advance what the economic condition of the coun- 
try might be in the year she retired and whether taxpayers would be willing to 
contribute to provide for her pension when those who had received her services 
had made no provision for it whatever. The fact that methods 4, 5, and 6 gave the 
member no financial assurance whatsoever that the pension would be paid, whereas 
method 3 gave the best assurance that it would be paid, was a strong argument 
toward the adoption of method 3. 

The argument may be made that method 3 is too difficult for Members of Con- 
gress, members of the system, and other interested parties to understand, but 
such argument does not seem strong. The fact is that many States have in- 
corporated into their retirement laws the requirement that method 3 be used 
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and this is certainly evidence that State legislators in general have fully grasped 
its significance and advantages. 

The Steel Industry Board, appointed by the President, had extensive hearings 
with reference to the steel industry attended by representatives of the steel in- 
dustry and by the unions’ representatives. Both the unions and the steel com- 
panies used method 3 in presenting cost figures for pensions. The records indi- 
cate that not only in the steel industry and in the automotive industry, but very 
generally, method 3 has not only been understood but used in many systems. 
Many large employers have actuarial estimates of costs prepared under methods 
3, 5, and 6 so that it is fair to*suppose that quite a few of this vast group who 
understand the differences in the methods would know that those advocating 
method 6 over method 3 were doing so in order to avoid a full funding of pension 
liabilities during active service. 

The argument has been made that method 6 would give higher appropriations 
than method 3. This is true under a fully funded plan because under a plan 
fully funded by method 3 there would be not only reserves to provide future 
pensions to those on the pension roll, but also reserves to cover the accrued bene- 
fits on account of service previously rendered by active employees. ‘These re- 
serves for active employees would be earning interest and since the pension pay- 
ments would be the same under either method, the appropriations under method 
3 would be lower. However, until the plan is fully funded the appropriations 
under method 3 should be higher than under method 6 because it is apparent 
that method 3 creates reserves for all pensions and in addition creates reserves 
for active employees as service is rendered. Thus the combined contribution to 
cover the liability accumulating for active employees during any vear, plus an 
appropriate payment to cover the accrued liability for pensioners and any un- 
funded prior service liability for active employees would be as high or higher 
than under method 6. 

It is true that under method 6, no record of active members is needed and the 
liabilities currently accruing under the plan can be forgotten, but is this a sound 
practice to be followed in a retirement plan? Should the Congress adopt such g 
system for its own employees? 

The New York State insurance law has a chapter under which a retirement 
plan may be incorporated and placed under the supervision of the insurance 
department. A number of retirement systems, some of which have members 
throughout the United States, are under the supervision of the New York State 
Insurance Department. The establishment of a plan under method 6 would not 
qualify it for incorporation under the New York State law. Should the Congress 
now give its approval to a method of operating a retirement system for Federal 
employees which is generally considered weak? 

‘The passage of the legislation which now precludes certain ¢émployees appointed 
to positions in the civil service from membership in the fund will probably cause 
complications in the future with respect to these employees because legislation 
will probably be needed to give them benefits if they continue in Federal service. 
If they should be permanently excluded so that the membership of the civil 
service retirement and disability fund should decrease substantially, it will be 
necessary for the Congress to pay the amount of the principal of the aecrued 
liability in addition to interest on the accrued liability in order to have the funds 
to meet the benefits represented by the liability. 


PERIODIC VALUATIONS AND CENTRAL RECORDS 


The existing act provides for periodic actuarial valuations and for the mainte- 
nance of individual records, whereas Senate bill 995 abolishes direct reference to 
both of these undertakings. 

The Board strongly recommends both that a provision for periodic actuarial 
valuations be maintained in the act and that provision be made for the establish- 
ment of a central record system, to be financed by appropriations to the fund, to 
make such valuations readily possible. This subject is discussed in greater detail 
in the next section of this report. 


CENTRAL RECORD SYSTEM 


In order to make proper calculations of the liabilities of the fund, it is necessary 
to have a record of each member of the fund showing the sex, date of birth, 
years of service, salary and contributions, as well as a record of those drawing 
retirement annuities. At the present time no such record is available for the civil 
service retirement and disability fund. This condition the Board of Actuaries 
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believes should not be allowed to continue. Surely the Federal Government 
should have a record of the members of its own fund when it requires an industrial 
corporation or any employer that maintains a pension or retirement system to 
maintain such a record as a condition for allowing the cost of such system as part 
of the expense of running his business. 

The existing act provides for the maintenance of individual records but the 
provision now in effect has not been too practicable over the years and at the 
present time it is virtually impossible for the Civil Service Commission to deter- 
mine: even the membership of the fund, let alone the pertinent. actuarial data 
concerning the membership. Bill 8. 995 abolishes even the individual record and 
under it one of the largest pension funds in the world would be expeeted to be 
administered with no record of its membership. 

The Board of Actuaries has consistently advocated the establishment of a 
record system in the administrative office, which would show the membership 
and be corrected, at least annually, to show the salaries and accumulated con- 
tributions of each member. ‘The Civil Service Commission should not be expected 
to administer a fund where the facilities made available to it are such that it has 
to estimate the number of members and has no real records as to the age and 
service distributions of its members. If the Social Security Board, State and city 
governments, bank and industrial corporations, and the eleemosynary institutions 
that attempt to run sound retirement systems believe that such records are 
essential to the operation of their funds, and the United States Government 
itself insists on these records being mainteined in order that the corporations 
may be given their tax allowances, the Board of Actuaries is at a loss to understand 
why the Congress does not maintain such a system for the civil service retirement 
and disability fund. If the bill were changed so that it would accomplish such a 
result, the Board of Actuaries believes it would be one of the most important and 
beneficial changes in the administration of the system that has occurred since its 
establishment. If the United States Government takes the position that as a 
matter of economy it is desirable to operate a retirement plan of the magnitude of 
the civil service retirement and disability fund without records customarily 
deemed to be essential, then it seems reasonable to argue that it should release 
the large employers of the country from the need of keeping such records and allow 
them to claim their taxes on the basis of estimates of the type that the Civil Service 
Commission has had to employ in the operation of the civil service retirement 
and disability fund. 

The Board recommends that Senate bill 995 provide for the establishment of a 
central record system and for the cost of its establishment and maintenance 
from the appropriations to the fund. 


SUMMARY OF RECOMMENDATIONS 


For convenience of reference, the suggestions and recommendations of the 
Board are summarized as foliows: 

1. The Board recommends that if the limitation clause for granting of disability 
retirement allowances be raised from 6 months to 1 year, consideration be given 
to a qualification that the disability must have had its inception prior to the date 
of termination of service. 

2. The Board suggests that no change be made in the existing act relative to the 
requirement of annual reports by the Civil Service Commission and the Board of 
Actuaries. 

3. The Board recommends that section 17 (g) be altered to continue the present 
method of computation of appropriations. 

4. The Board recommends that 8. 995 be changed to include the provision under 
the existing act providing for periodic actuarial valuations. 

5. The Board recommends that 8S. 995 include definite provision for setting up 
a central record system and that it provide for the necessary appropriations to 
finance such a record system. 
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Executive OFrricE OF THE PRESIDENT 
BurEAU OF THE BupDGeET, 
Washington 25, D. C., February 12, 1952. 
Hon. Ourn D. Jonnston, 
Chiirman, Committee on Post Office and Civil Service, 
United States Senate, Washington 25, D. C. 

My Dear Senator Jounston: Reference is made to your letter of 
Mare 2, 1951, inviting the Bureau of the Budget to comment on 
S. 995, a bill “‘To amend the Civil Service Retirement Act.” 

This bill provides for a substantial increase in retirement, disability, 
and survivorship benefits under the general civil service retirement 
and disability system, the extension of survivorship benefits to em- 
ployees with less than 5 years of service, and their continuance for 18 
months to employees who leave the Government. Under section 10 
of the proposed bill, interest on past and future employee deductions 
would be eliminated in the event of refund or “lump-sum settlement.” 
The bill further provides for changing the method of calculating the 
Government’s contribution so that the fund would not be financed on 
a level premium basis. In addition, the bill contemplates several 
changes in the administration of the system, including the elimination 
of the individual employee’s retirement record (Form 2806) and the 
introduction of a requirement that each agency make an annual 
deposit of employees’ estimated contributions at the beginning of 
each vear. 

Under section 15 of S. 995 annuities of employees retired prior to 
the date of enactment of the bill would be increased by $120 plus $12 
for each two full months elapsed between the commencing date of 
annuity and the enacting date. The total increase in any case would 
be limited to $360, and no increase would be allowed so as to increase 
any annuity to more than $2,400 a year. The annuities of survivors 
who were on the be nefit rolls on the date of enactment of this amend- 
ment would also be increased. If an increase is to be provided for 
those annuitants, financial provision should be made so as not to 
impair the equities of future beneficiaries in the civil service retirement 
and disability fund. 

Section 17 (g) of S. 995 would change the method of calculating the 
Government contribution to the civil-service retirement system. At 
present the normal contribution of the Government is calculated for 
each year on the basis of a level premium. On the other hand, if S. 
995 were enacted the Government contribution would be so calculated 
that it would no longer provide for the liabilities of the fund as they 
accrue, but would recognize liabilities for annuities only at the time 
employees apply for them. The result of this change, taken alone, 
would be a temporary reduction in the Government contribution at 
present, but an increase over the years. Before many years the Gov- 
ernment contribution under such a system would be substantially 
greater than it would be on a level premium basis. 

The bill proposes to eliminate the payment of interest, except for 
Members of Congress, on employee contributions refunded in the 
event of separation from the service before retirement and in certain 
other cases. This éven extends to the elimination of interest which 
has already accrued under the present law for deductions which the 
fund has been holding over the years. It should be borne in mind that, 
judging from past experience, the vast majority of present Federal 
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employees never will become eligible for retirement benefits. To 
each of these employees, this cancellation of interest represents a 
considerable financial loss and the greatest loss would fall upon those 
people who receive the least amount of additional benefits under the 
bill. As a further consideration, many employees would deem the 
cancellation of interest already accumulated under past and present 
laws to be the breaking of a moral commitment by the Government. 

In addition to asking for general comments, your letter requested 
specific comment on “eo administrative changes which would be 
made under S. 995: (1) The elimination of Standard Form 2806, and 
(2) the use of an nahn deposit of employees’ contributions. 

Standard Form 2806 is utilized by the agencies subject to the Civil 
Service Retirement Act as a form for maintaining with respect to each 
individual employee service history information (chiefly relating to 
base pay changes) and fiscal information (chiefly the total annual 
salary deductions under the retirement act). Improvements in this 
individua! retirement record have been made from time to time under 
the present law, and further changes appear possible now that the 
official personnel folder has been made standard for all agencies. 

If the individual retirement record (Standard Form 2806) were to be 
eliminated altogether, either under S. 995 or existing law, it is possible 
that as much as $1,440,000 might be saved over the Government as a 
whole. However, the fiscal record portion of the individual retirement 
record contains information at present not readily available elsewhere. 
This fiscal information should be maintained currently in some manner, 
and in any event it would have to be calculated at the time of an em- 
ployee’s application for “lump sum” settlement or retirement. The 
latter would involve constructing what would in effect be the equiva- 
lent of a Form 2806. In either case this cost might offset or more than 
offset savings from eliminating the Form 2806. 

Thus, it appears doubtful that appreciable savings, relative to the 
total cost of the bill, would accrue from the elimination of Form 2806, 
and further it appears that sufficient authority for improving this 
record exists under present law. 

Section 3 (a) of S. 995 makes a new provision for the deposit of 
deductions from salaries to the civil service retirement and disability 
fund in the Treasury. The present provisions of the Civil Service 
Retirement Act do not require any particular system for making such 
deposits. Under present law the system could be adjusted, for exam- 
ple, to make deposits annually or quarterly. 

The Treasury Department has estimated that annual savings of 
about 3.5 man-years could result from a change in the method of 
handling retirement deposits from a pay- -period. to an annual basis. 
Nor would such a sum represent net savings. The year-end adjust- 
ments to the single deposit would require a considerable amount of 
accounting work which might offset, or more than offset, these esti- 
mated savings. 

The annual deposit system contemplated by S. 995 raises difficulties 
concerning the utilization of corporation funds, revolving funds, and 
trust funds when such money is not available to the employi ing agency 
at the beginning of the year. In such cases the single deposit ‘could 
not be made. 

Another issue raised by section 3 (a) runs to the very broad question 
of budgeting, cost accounting, and financial reporting policies to be 
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used by the Government. If a single deposit is made at the beginning 
of the year, expenditures will increase in July and decrease in other 
months of the year. The interpretation of reports on the trend of 
Government expenditures would thereby be made more difficult for 
the Congress, the Bureau of the Budget, and the public. Furthermore, 
under such a system cost accounting problems involved in determining 
the total cost of activities within appropriations will become even more 
complex than at present. 

In addition, under section 3 (a), the Government would be in the 
position of advancing money to the retirement fund, and paying 
interest on it, for an average of 6 months before the employee and the 
fund have earned it. This unearned interest would total approxi- 
mately $5 million each year. 

It appears that S. 995 is designed in part to fill certain gaps in the 
retirement protection, and more especially the survivorship protec- 
tion, of Federal employees and their families. The improveme nts 
recently made in the Social Security Act have made even more evident 
such shortcomings as exist in the civil service retirement system. At 
present, no survivorship protection is available to the families of 
Federal employees who die with less than 5 years of service. Beyond 
this, the protection is based on grade and length of service and not 
on the needs of the family. Furthermore, employees who le ‘ave Fed- 
eral service lose immediately all civil service survivorship rights before 
they are able to establish rights under the old-age and survivors 
insurance system. 

While S. 995 would provide for these needs of Federal e mployees, the 
President in his budget messages for the fiscal years 1952 and 1953 has 
suggested a better approach to the problem of providing more ade- 
quately for these and other retirement and survivorship needs. The 
objective to be attained through this approach is coverage under the 
old-age and survivors insurance system of all employed persons to pro- 
vide a basic protection that each person would take with him wherever 
he works, with special pension plans supplementing this basic protec- 
tion. In moving toward this objective it should be possible to prov " 
Federal employees with a needed increase in survivorship benefits, 
substantial amount of protection after only 1 years for those eee A 
to work for the first time, and continuing protection if they leave the 
Government. This would retain the civil service retirement system 
to supple ment these basic old-age and survivors insurance benefits. 

The Bureau of the Budget does not recommend favorable considera- 
tion of S. 995. 

Sincerely yours, 
F. J. Lawton, Director. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, July 23, 1981. 
Hon. Ourn D. Jounston, 
Chairman, Committee on Post Office and Civil Service, 
United State S Ne nate. 

My Dear Mr. Cuatrman: Reference is made to your letter of 
March 2, 1951, acknowledged by te lephone March 6, enclosing copies 
of S. 995. entitled, “A bill to amend the Civil Service Retirement 
Act,’ requesting any general comments I may wish to make with 
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respect to the proposed legislation, and requesting particularly that 
your committee be furnished an estimate of any savings in personal 
services which may be anticipated as a result of conte mplated changes 
in existing procedures with respect to the maintenance of individual 
retirement records and the making of periodic deposits to the retire- 
ment fund. 

The said bill generally is a reenactment of the present Civil Service 
Retirement Act, as amended, but provides for certain increased sur- 
vivorship benefits and certain liberalizations of existing eligibility 
requirements es well as providing increased annuity benefits both to 
emplovees who will retire in the future,and those who already have 
retired. In those respects the proposed legislation appears meritori- 
ous in that the Government service would be made more attractive 
as'a career employment and as a result would assist in stabilizing 
Government employment by reducing turn-overs through loss of 
trained employees to private industry. However, in the absence of 
information or data as to the effeet of such liberalized benefits upon 
the financial structure of the civil-service retirement system, I am 
unable to recommend enactment of the proposed legislation without 
qualification in that regard. 

The said bill would eliminate the mandatory requirement that in- 
dividual retirement records (Standard Form 2806) be maintained for 
each of the 1,600,000 employees who are subject to the act, it being 
anticipated that retirement claims would be adjudicated upon the 
basis of other personnel records which reflect, among other things, 
substantially the same information. Also, section 3 (a) of the pro- 
posed legislation would change existing procedure by providing that 
each agency shall estimate a year’s retirement deduction for its em- 
ployees and make one deposit to the retirement fund for the year— 
adjustme nts as may be necessary to be made after the year has ended. 
The procedure under existing law is to make deposits throughout the 
vear as the deductions are “made. It is anticipated by your com- 
mittee that the proposed changes in procedure will effect a saving in 
personal services and you request that this Office furnish an estimate 
of the probable savings. 

The said bill does not specifically provide that maintenance of 
individual retirement records be discontinued but merely eliminates 
the mandatory requirement of existing law that such records be 
maintained. Thus, in that respect it appears that the bill is suffi- 
ciently flexible to permit the continued use of the individual records, 
elimination thereof entirely, or the adoption of a modified procedure, 
whichever may be deemed more advisable from the standpoint of 
economy and efficiency in administering the retirement law. 

In considering the merits of the existing procedures in that respect 
it appears appropriate to direct the attention of vour committee to 
the fact that the present individual retirement record (Form 2806) is 
designed for the primary purpose of having in concise form in a central 
place a record of an employee’s service earnings and amounts deducted 
as his contribution to the retirement fund. This record is maintained 
bv the agency in which the emplovee works and is sent to the Civil 
Service Commission upon his separation from that employment. 
Postings are made to the record only when there is a change in his 
basic salary, and annually to show deductions for the year and the 
cumulative balance to the credit of the employee in the retirement 
fund. 
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While, of course, a certain amount of personal services is necessary 
in the maintenance of this record, the postings thereto usually are 
made by payroll clerks in connection with their regular duties. Hence, 
upon the basis of experience in this office, it is doubtful that any 
actual savings in personal services would result from its discontinuance. 
This is true particularly if the data necessary to the adjudication of 
individual retirement claims are required to be compiled from other 
records such as the official personnel file or the individual retirement 
card (Standard Form 1127). As a practical matter, the use of either 
of these two records as the sole source of individual retirement data 
would present several difficulties. The official personnel file not 
being in composite form would necessitate considerable assembling 
and reconsideration of information in each case. Also, if an emplovee 
had worked in more than one agency prior to 1947 his official persén- 
nel records would be scattered among such agencies and in some in- 
stances would not be obtainable because of reorganizations and liqui- 
dations which occur over a period of years. Similarly, individual pay 
cards are kept in the agency of employment and their use as individual 
retirement records would be objectionable in that no information would 
be available therefrom with respect to the employee’s service in other 
agencies. Also, this card would constitute a more voluminous 
record—there being a separate card for each year of employment— 
and its use ee — more computing since it does not carry 
forward from year to vear the cumulative amounts to the credit of 
the employee in the rediaeiatasl fund. 

From the foregoing, it does not appear practicable to eliminate the 
use of individual retirement records and rely solely upon other per- 
sonnel records for the required information. However, since under 
recent retirement legislation, including that proposed by the subject 
bill, the computation of annuities bears no direct relationship to the 
amount of the deductions actually made, it is possible that an alter- 
native procedure could be developed which would accomplish the 
purpose now served by Standard Form 2806 and at the same time 
achieve net economies in record keeping and related procedures. 
® With respec’ to your specific inquiry regarding possible savings 
resulting from discontinuance of the individual retirement record, you 
are advised that upon the basis of data developed by the Bureau of 
the Budget pertaining to staffing guides, it is estimated that the cost 
of maintaining the individual cards is approximately 50 cents a card 
annually, or an aggregate cost of approximately $800,000 per vear for 
approximately 1,600,000 employees for whom ecards are maintained 
However, it appears that such estimated cost necessarily is computed 
upon a man-hour basis, and since much of the work is performed by 
payroll clerks in connection with their regular duties, it is doubtful 
whether much, if any, of such cost could be translated into actual 
savings even if all the work incident to retirement adjudications could 
be eliminated along with the maintenance of Form 2806. 

In the light of these considerations, it is the view of this Office that 
the proposed legislation is desirable in that the mandatory require- 
ments for the maintenance of individual retirement records would be 
eliminated and the way cleared for possible improvement in record- 
keeping procedures. However, until satisfactory alternative proce- 
dures are developed, it is recommended that the maintenance of the 
existing individual record be continued. 
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With respect to the provisions of section 3 (a) of the proposed legis- 
lation which would change deposits to the retirement fund throughout 
the year as the deductions are made and permit such deposits to be 
made in advance upon an estimated basis, it is the view of this Office 
that such a change would not be desirable for the following reasons: 

1. It would not be possible to follow the proposed proc ‘edure uni- 
formly for all appropriations. Generally speaking, it would only be 
applied to general fund appropriations. It could not be applied on 
any consistent basis in the case of special funds, trust funds, revolving 
funds, and other appropriations financed by receipts since funds would 
be available only in varying degrees to make advance payments. 

2. It would appear that savings in any substantial amount would 
not result from the elimination of the individual deposits. This is 
due largely to the fact that the handling of such deposit is an integral 
part of routine operations which would not be reduced in the aggre- 
gate to the extent of effecting any large savings. The Treasury has 
estimated that in all phases of the handling of the deposit transactions 
only about $12,000 annually would be saved. While this Office is not 
in a position to make an over-all estimate for the agencies, it is believed 
that many of the considerations involved in the low Treasury esti- 
mates are involved there also. The internal procedures which would 
have to be established in each agency to establish and write off the 
amounts of advance payments would absorb some of the savings, 
particularly when it is considered that such alternate proc edures 
would have to be adjusted somewhat to various individual situations 
and types of appropriations and could not be reduced to routine trans- 
actions to the same extent as is presently the case. 

The proposed procedures would result in a theoretical distortion 
of the interest earnings of the civil service retirement fund inasmuch 
as the transferred funds would be available considerably in advance 
of their actually having been deducted from emplovees’ salaries. It 
is realized that this distortion would not add anything to the total 
cost of the Government because to the extent that the fund is aug- 
mented by suchrexcess interest earnings it reduces the necessity for 
appropriations. However, there still is a theoretical distortion in the 
classification of expenditures which possibly would require some pro- 
vision for adjustment. The Treasury has estimated that interest 
expenditures would be increased to the extent of about $6,000,000 to 
$7,000,000 annually if advanced payments were made at the begin- 
ning of the year. While this distortion could be taken care of to a 
satisfactory degree in a number of ways, the procedures necessary for 
doing so would reduce the savings which would result. 

Aside from the foregoing, and since it appears to be one of the objec- 
tives of the proposed legislation to effect a saving in clerical and paper 
work incident to the administration of the retirement law, it may be 
suggested for the consideration of your committee that propriety of 
including a provision in the bill which would authorize a revision in 
existing procedure for the investment of the retirement fund. Present 
procedures for investment in Government obligations and for redemp- 
tion to meet current cash requirements involve a great deal of paper 
work. This is tied up with the natural desire of the Civil Service 
Commission to obtain the maximum possible interest earnings for the 
fund. There is thus an incentive to invest all possible funds and to 
redeem securities only as cash is currently required. It is believed 
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that these procedures would be materially simplified by the inclusion 
of language such as that used in the basic acts for the Government 
life insurance and national service life insurance funds which would 
allow interest on the average monthly balance to the credit of the 
disbursing officer. This would remove any incentive on the part of 
the Commission to invest such receipts since disbursing officers’ bal- 
ances would draw the same interest as investments. 
Sincerely yours, 
FRANK L. Yarss, 
Acting Comptroller General of the United States. 


Treasury DepARTMENT, 
Washington, February 14, 1952. 
Hon. Ouin D. Jonnston, 
Chairman, Committee on Post Office and Civil Service, 
United States Senate, Washington, D. C. 


My Dear Mr. CuHarrman: The attention of this Department bas 
been called to sections 17 (h) and 17 (i) of S. 995, a bill to amend the 
Civil Service Retirement Act, now pending before your committee. 
Section 17 (h) provides: 


The Commission [United States Civi: Service Commission] is hereby 
authorized and directed to select three actuaries to be known as the Board of 
Actuaries of the Civil Service Retirement System. It shall be the duty of such 
Soard to render its advice and opinion on matters referred to it by the Com- 
mission, and it shall have the authority to recommend to the Commission and to 
the Congress such changes as in the Board’s judgment may be deemed necessary 
to protect the public interest and maintain the svstem upon a sound financial 
The compensation of the members of the Board of Actuaries, exclusive 
members as are officers or employees of the United States, shall be fixed 
by the Commission. 


basis. 


of suel 


The Treasury Department is opposed to the enactment of sub- 
section (h) in its present form, because it would repeal existing law 
in the following respects: 

(1) The Government actuary, an employee of the Treasury De- 
partment, is not named as a member of the Board of Actuaries; 

(2) The Board of Actuaries is not required to report annually upon 
the actual operations of the Civil Service Retirement Act; and 
3) Valuation by the Board of Actuaries of the “‘civil-service retire- 
ment and disability fund”’ is not required to be made at intervals of 
5 years, or oftener if deemed necessary by the Civil Service Com- 
mission. 

Existing law, section 16 of the act of May 29, 1930 (46 Stat. 478), as 
amended (U.S. Code, 1946 edition, title 5, sec. 731), provides, in part, 
as it appears In the code: 


The Civil Service Commission is authorized and directed to select three 
actuaries, one of whom shall be the Government actuary, to be known as the Board 
of Actuaries, whose duty it shall be to annually report upon the actual operations of 
this chapter, with authority to recommend to the Civil Service Commission such 
changes as in their judgment may be deemed necessary to protect the public 
interest and maintain the system upon a sound financial basis, and they shall make 
a valuation of the “‘civil-service retirement and disability fund’’ at intervals of five 
years, or oftener if deemed necessary by the Civil Service Commission; they shall also 
prepare such tables as may be required by the Civil Service Commission for the 
purpose of computing annuities under said sections. The compensation of the 
members of the Board of Actuaries, exclusive of the Government actuary, shall be 
fixed by the Civil Service Commission. [Italics supplied.] 
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It is the view of this Department that the Government actuary, 
an employee of the Treasury Department, should be named as a 
member of the Board of Actuaries. The naming of the Government 
actuary as a member of this Board would give to the group a degree of 
autonomy which is not present under the provisions of section 17 (h) 
of S. 995. Under the provisions of section 17 (h), the members of 
the Board, to all intents and purposes, would be employees of the 
Civil Service Commission. ; 

Also, the Department recommends that the Board of Actuaries 
be directed to make an annual report on the actuarial status of the 
civil service retirement system, as well as 5-year valuation of the 
fund, in order to insure current advice from the Board to the Com- 
mission. It is believed that the Commission should be given the 
opportunity to consider an annual report from the Board, including 
the views of a member not appointed by the Commission, in order to 
better protect the public interest and the investments made by the 
participants in the civil service retirement and disability fund. 

It is suggested that the present section 17 (h) of S. 995, might be 
amended to read as follows (new material added tn italics) : 

(h) The Commission is hereby authorized and directed to select three actuaries 
one of whom shall be the Government actuary, to be known as the Board of Actuaries 
of the Civil Service Retirement System. It shall be the duty of such Board to 
annually report upon the actuarial status of the system and to render its advice and 
opinion on matters referred to it by. the Commission, and it shall have the author- 
ity to recommend to the Commission and to the Congress such changes as in the 
Board’s judgment may be deemed necessary to protect the public interest and 
maintain the system upon a sound financial bisis. The Board shall make a valua- 
tion of the fund at intervals of five years, or oftener if deemed necessary by the Commis- 
sion. The compensation of the members of the Board of Actuaries, exclusive of 
such members as are officers or employees of the United States, shall be fixed by 
the Commission. 
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Section 3 (a) of the bill, it appears, would permit deposits, repre- 
senting deductions, to be made to the civil service retirement and 
disability fund on an annual estimated basis, subject to later adjust- 
ment, in lieu of on a distributed basis throughout the year, as at pres- 
ent. The immediate investment of the portion of such deposits as 
are not needed for the payment of annuities, as required by section 
17 (i) of the bill, would result in a very substantial increase in the 
interest outlay by the Government, since investments are now made 
ona monthly basis. In order to avoid this additional cost, it is reeom- 
mended that section 17 (i) be revised to read along the lines of the fol- 
lowing to provide for the investment of such funds in 12 installments: 

The Secretary of the Treasury shall invest in interest-bearing securities of the 
United States, in twelve equal monthly instalments as nearly as practicable, such 
currently available portions of the fund as are not immediately required for the 
payment of annuities and other benefits as herein provided, and the income de- 
rived from such investments shall constitute a part of said fund. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your com- 
mittee. 

Very truly yours, 
K. H. Foury, 
Acting Secretary of the Treasury. 
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